The objective of this study is to compare the executive compensation of two industries that are diametrically opposites in terms of dependence on government: The Aerospace/Defense industry versus Leisure/Hospitality industry. The financial crisis brought the issue of the executive compensation to the attention of government. Congress has often tried to control executive compensation through mandated public disclosures of private contracts, restrictive tax policy, and direct interference with corporate governance. Recent studies show a reduction in donations to nonprofits subsequent to disclosure of high executive compensation. In the same light, since governments are the primary customers of defense industry, we suspect that the issue of high levels of executive compensation will factor into contract negotiations. The study finds a negative relationship, albeit weak, between the Aerospace/Defense industry variable and executive compensation as compared to the Leisure/Hospitality industry.
Introduction
There is extensive literature on the executive compensation focusing on the factors that explain the variation in its level across firms. The financial crisis brought the issue of the executive compensation to the attention of government. Congress has often tried to control executive compensation through "mandated public disclosures of private contracts, restrictive tax policy, and direct interference with corporate governance" (Willard, 2010) . To them, executive compensation is only costs that needs to be reined in regardless of the wealth created for the shareholders or the impact of their decisions on national income and employment. Since congress is so antiexecutive compensation, the question becomes, do they control or affect the compensation of firms that are heavily dependent on government, Aerospace and Defense Industry? The objective of this study is to compare the executive compensation of two industries that are diametrically opposites in terms of dependence on government: the Aerospace/Defense industry versus Leisure/Hospitality industry. Balsam and Harris (2013) report a reduction in donations to nonprofits subsequent to disclosure of high executive compensation. In the same light, since governments are the primary customers of defense industry, we suspect that the issue of high levels of executive compensation will factor into contract negotiations.
The Aerospace/Defense industry (ADI) serves the market for the production, sales, and service of commercial aircraft and the market for the nation's need for military weapons and systems designed to operate on land, sea, and in the air. It also includes the production of general aircraft and space vehicles such as satellites, for both military and commercial use (Valueline, 2014) . ADI is a highly concentrated market that sells mainly to governments and demand is driven by military budgets, the possibility of international warfare, and airline traffic (Reportlinker, 2014) . personnel, energy, maintenance, and technology intensive (PWC, 2015) .
Given the difference between these two industries, this paper seeks to examine the differences between the executive compensations in the light of market forces and regulatory forces that are the primary drivers of the fortunes of these industry. The rest of the paper is organized as follows: section II is a brief literature review of the factors that influence executive compensation. Section III provides the data and methodology, section IV, the results and analysis and section V is the conclusion and limitations.
1. Brief Literature Review Boerner (2013) , provides an overview of the current public dialogue on corporate executive compensation. Boerner reports on the shift from the impact of excessive executive compensation on shareholders wealth to the current debate on the discrepancy and gap between the wages of the average worker and the executive team. The involvement of institutional and activist shareholder groups such as the Interfaith Center on Corporate Responsibility (ICCR) have largely been responsible for the government and society's focus on executive compensation.
Ims, Pedersen and Zsolnai (2014) discuss the potential negative impact of traditional "one-dimensional economic incentives" on existential, social, and ecological values on responsible business conduct. Their argument ignores the role of supplies of capital and the market based economy. The interest of the shareholders is the primary function of management. The social implications of their decision is left for the consumers of the firm's goods and services to decide. Moreover, the level of an executive's compensation is contractual where in the executive can incorporate other implicit rewards of the position into the desired level of compensation. Wang, Venezia and Lou (2013) , identified several variables that are associated with CEO compensation. Their results show that CEO tenure, age, duality and gender, which served as control variables explained 4.1% of the variability in CEO compensation. Their predictor variables: international diversification, industrial diversification, investment opportunities, accounting-based performance, firm size and stock ownership were significant in explaining CEO compensation (33%). Market-based performance did not seem to affect CEO compensation of their sample firms. Of the predictor variables, industrial diversification and stock ownership have a negative impact on CEO compensation. Victoravich, Xu and Gan (2012) show that not only does institutional ownership affect executive compensation in the banking industry, but the nature of institution has an impact on the composition of the compensation. Their results indicate a positive relationship between the percent of top five institutional investors and total executive compensation and equity-based compensation. However, their studies also find that the top five institutional investors have a negative impact on the level of bonus compensation in the study sample. They classified Institutional ownership as passive versus active depending on whether they are in banks and insurance firms (passive) or investment companies and independent investment advisers (active). Their results show that the level of total compensation tends to increase while CEO bonus compensation decreases when the largest institutional investor is active. Their results for passive investors is similar to active, albeit weak. Lin, Kuo and Wang (2013) used CEO tenure, CEO age, CEO shareholdings, Board size, firm size, and firm performance to examine their effect on CEO compensation and the "fat cat CEO" concept. Their analysis, using the S&P 500, 400 and 600 firms, show that these variables (with the exception of firm performance as measured by ROE and ROA) have a positive effect on CEO compensation, including CEOs of the "Fat Cat "firms. Ayadi and Boujèlbène (2013) examined the determinants of executive compensation in the European banking industry. They show that board size, board independence, firm size and return on equity have a positive effect on executive compensation. In a regression model in which CEO duality was the only board characteristic explanatory variable, they find that it had a positive and highly significant impact on CEO compensation. Collin et al (2014) studied the effect of the identity of the owners on the level and composition of executive compensation based on Swedish firms. They show that the characteristics of the owners do affect both the level of executive compensation and the use of stock options. Saucer, Schneider and Sheikh (2013) show that the classification of a firm as sin and non-sin firm affects the level of executive compensation, with sin firms earning higher compensations than non-sin firms.
Several of the studies on executive compensation have focused on the variables that seem to explain the variation in the level and mix of compensation received by top executives. Fleming and Schaupp (2012) follow a different approach by asking for what should determine executive compensation. In a survey of executive and non-executive investors on the determinants of executive compensation, they find that non-executive investors placed greater emphasis on performance factors whereas executive investors emphasized human capital factors.
They define human capital attributes as industry and general knowledge. Industry knowledge was based on the length of time as CEO and length of time with the company, the industry, company stock ownership, and the market capitalization of the firm. General knowledge was measured as the experience and education of the executive as well as the total dollar value of the firm's assets. They also describe a third determinant of executive compensation based on firm performance. This factor comprises stock performance, asset efficiency, equity efficiency, and market dominance. On the other hand, non-executive investors believed that firm performance as measured by return on equity, firm cash flow and net income, firm growth rate and stock performance should be the basis for executive compensation. In addition, human capital as measured by the CEO's experience, education, tenure as well as firm size and market capitalization should influence executive compensation. Lin and Lin (2014) focus on the interplay between board compensation and executive compensation. After correcting for the effects of firm size, firm performance, industry and general economic conditions, they find the existence of "mutual back scratching" with higher CEO compensation when board compensation is high. IN addition, they find that CEO tenure, CEO age, board size, and firm size, are positively related to executive compensation, whereas CEO director-dummy variable, CEO shareholdings are negatively related to CEO compensation. However, they do not find a significant relation with firm performance as measured by ROE or ROA. Dah, Abosedra and Matar (2012) in their examination of the relationship between equity based compensation (EBC) and firm value (as measured by Tobin's Q) document a positive relationship between firm value and EBC, sales-to-asset ratio, CEO level of entrenchment, percentage of independent directors, return on assets and research and development expenditure. Their results also indicate that board size has a negative effect on firm value.
Armstrong, Ittner and Larcker (2012) studied the relationship between executive compensation, corporate governance and compensation consultants. Using number of directors, percentage of outside directors, percentage of board members above age sixty-nine, percentage of board members serving on at least two other boards, a dummy variable representing the use or not of an outside chairman, percentage of outside directors, and percentage of outside directors appointed after the current CEO as a measure of corporate governance, their results indicate that economic variables explained 71% of the variability in CEO compensation, with an additional 1.3% coming from corporate governance variables. Their analysis indicates that there seems to be an inverse relationship between corporate governance and CEO compensation. Their study also shows that the weaker the corporate governance of the firm, the greater the propensity to use outside compensation consultants.
Weiss (2011) discusses the different paradigm on the executive compensation literature. The two main theories on executive compensation are the pay-for-performance and managerial power paradigms. Weiss argues that "the correlation between pay and performance and the magnitude of compensation have different implication with respect to the efficacy of executive pay." He points out that on a pay-for -performance based on market return, in an efficient market, only the "changes in the firm value attributed to the CEO's actions over her tenure reflect positive and negative surprises." Consequently, in an informed market the response to the hire of a new CEO will reflect all the expected benefits and costs, hence there would not be any relation between actual pay and abnormal performance over the CEO's tenure. Furthermore, Weiss points out the irregularities that exist both at the beginning and at the end of the tenure term. He notes that "investors view turnover announcements as good news presaging performance improvements."
Data and Methodology
The data for this study on ADI and LHI are obtained from Morningstar Direct company database in February 2015. Ayadi and Boujèlbène (2013) groups the determinants of executive compensation into two main categories: Board attributes, and firm performance. Following their study, we examine the effect of size of the board, independence of the board, institutional ownership, insider ownership, and CEO-Chair duality. In addition, we use stock return, sales growth and return on equity as measures of firm performance. CEO compensation is normalized by total assets and the natural log of total asset is used to control for size effect. Aside from CEO compensation, we also look at the total executive compensation. Dummy variables are used to account for industry effect. In addition, the impact of executive compensation on sales, profitability and stock return were also explored. Equations 1 through 6 shows the models estimated.
Y 1 = α 1 + β 11 X 1 + β 12 X 2 + β 13 X 3 + β 14 X 4 + β 15 X 5 + β 16 X 6 + β 17 X 7 + β 18 X 8 + β 19 X 9 +ε 1 (1) Y 2 = α 2 + β 21 X 1 + β 22 X 2 + β 23 X 3 + β 24 X 4 + β 25 X 5 + β 26 X 6 + β 27 X 7 + β 28 X 8 + β 29 X 9 +ε 2 (2) Y 3 = α 3 + β 31 X 1 + β 32 X 2 + β 33 X 3 + β 34 X 4 + β 35 X 5 + β 36 X 6 + β 37 X 7 + β 38 X 8 + β 39 X 9 + ε 3 (3) shows that there is a weak significant difference in the relative compensation of the CEOs between the two industries. The industry dummy variable had a t-value of -1.136, significant at 26% level. The negative sign implies that there exists a weak influence of the industry that tends to reduce the relative compensation of the CEO in the Aerospace/Defense industry. The negative coefficient might suggest that executive compensation could play a minor role in contract awards in the defense industry. The results also indicate that the relative CEO compensation is a strong function of the size as measured by total assets, sales growth and joint CEO/Chairman title. However, only the sales growth variable had a positive effect on CEO compensation. The effect of size as measured by the logTA was very significant at t =-5.052 and a p-value of 0.0. Thus, CEO compensation when normalized with total assets seems to have an inverse relationship with the size of the firm. In table 2, the dependent variable is the T.ExecTA, the relative total executive compensation. In this case, like CEO compensation, the size and sales growth variable were the dominant explanatory variable. However, the significance of the industry effect was significantly weaker, at 86% as compared to 26%. Table 3 is the regression results with the growth rate in CEO compensation as the dependent variable. The model has a very weak explanatory power with a p-value of 25.6%. It also shows that the percent insider ownership had a negative (t = -2.69) but significant effect (.009) on the rate of increase in the CEO compensation. The industry variable did not have significant effect. As with CEO compensation, the effect of total asset on total executive compensation was strong and negative with a t -value of -5.577 and p-value of 0.000. Tables 4 through 6 explores the effect of industry and executive compensation on the performance of the firm. Table 4 presents the regression results for the Stock Return. The results indicate that market response to the firms is strongly dependent on the industry. The model has an adjusted R-squared of 24%. The industry variable has a t-value of 2.738 and a p-value of 0.008. In addition, the %Insider and the return on equity were shown to be strong influence (t-values of 3.681 and 3.554, respectively) on the firm's stock returns. The regression model results with sales growth as the dependent variable is shown in table 5. This model has an adjusted R-squared of 65.3% with an F-value of 16.243. The CEO/TA variable was the only statistically significant explanatory variable with a t-value of 7.947. The industry variable was marginally significant at 17.8%, with a t-value of 1.362. In addition, the return on equity variable was significant at 13.2%, with a t-value of -1.526 while the chairman and CEO dual appointment was significant at 20.1% with a t-value of 1.292. This study supports previous studies (Wang, Venezia and Lou (2013); Lin, Kuo and Wang (2013) ; Ayadi and Boujelbene (2013) ) on executive compensation by showing the significance of insider ownership, duality, size, number of independent directors and sales growth on both executive and CEO compensation in the ADI and LHI industries. The significant and positive effect of sales growth on CEO compensation draws attention to the role of sales growth as the primary responsibility of the CEO. This, coupled with the lack of significance of the size variable implies that growth by acquisition that only increases the size of the firm will not be rewarded.
This study also highlights the importance of industry specific factors in stock valuation and returns through the highly significant effect of the industry dummy variable on the stock return regression. The positive significant effect of percent insider stock ownership on stock return is an indication of the reduction of agency conflict resulting from the separation of ownership and control. In addition, the negative effect of insider ownership on executive compensation while positive on stock returns shows that re-alignment of executive's pay with the interest of the owners.
The incentive effect of CEO compensation on firm performance is supported by the positive and significant effect of the CEO/TA variable on sales growth. The study also points to the dual effect of executive compensation. Total executive compensation has an incentivizing effect on return on equity. However, in effect of the CEO compensation alone has a negative effect on the return on equity. This seeming contradiction might be because CEO compensation is included in the total executive compensation.
This study contributes to the literature by showing directly that executive compensation could vary by industry in apparent support of Wang, Venezia and Lou (2013) that found that firms with multiple industry classification had a lower executive compensation than those with single industry classification. It also provides additional evidence on multi-factor asset pricing models and the concept of strategic beta.
This study also indicates that Congress could be indirectly affecting the compensation of the executives in the industries that rely on government by affecting the size and nature of contract awarded to the firms. In addition, the study provides further evidence on the factors that affect and determine the compensation of executives are market and operations based as such congress should desist from tampering with it. This study provides evidence that managers should focus on sales growth and take on significant ownership positions with their firm to enhance their wealth as measured by the firm's stock performance.
Conclusion
The primary objective of this study was to investigate if there is a difference in the executive compensation between the Aerospace/Defense industry and the Leisure and hospitality industry that might be attributed to the impact of congressional power and concern over executive compensation in an industry, Aerospace/Defense, that is heavily dependent on government contract for its livelihood and existence. The results of this study indicates that despite the public outcry and reactions from congress, that there is a weak negative effect on the executive compensation of the ADI through possible contract negotiations and awards relative to compensations in the LHI. However, the executive compensations are largely dependent on market factors as is the case in other industries. The study also shows the negative effect of size on a normalized compensation. It demonstrates that executive compensation, in relative terms, decreases with the size of the firm as measured by total assets. Finally, this study has a very narrowly defined focus. It examined if there is a significant difference in executive compensation between two dissimilar industries. No attempt was made to isolate the effect of each variable by eliminating or examining the effect of correlation between the variables.
